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IN THE MATTER OF THE APPLICATION OF
TUCSON ELECTRIC POWER COMPANY FOR A
FINANCING ORDER AUTHORIZING VARIOUS
FINANCING TRANSACTIONS |

DOCKET NO. E-01933A-07-0080

DECISION NO. 69946

OP INION AND ORDER

August 17, 2007

Tucson, Arizona

Jane L. Rodda

Mr. Michael W. Patten, Roshka, DeWulf
& Pat ten, PLC, on behalf of Tucson
Electric Power Company, and

Ms. Janet Wagner, Staff Attorney, Legal
Division,  on behalf o f t he Ut ilit ies
Division of the Arizona Corporat ion
Commission.

BY THE COMMIS S ION:

* * * * * * * * * *
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20 Ha ving cons ide re d the  e ntire  re cord he re in a nd be ing fully a dvis e d in the  pre mis e s , the

21 Arizona Corporation Commission ("Commission") finds, concludes, and orders that:

22

23 1. On Februa ry 2, 2007, Tucson Electric Power Company ("TEP" or "Company") tiled

24 an application with the Commission requesting authorization of various financing transactions.

25 2. On April 9, 2007, TEP tiled a ffidavits  of publica tion indica ting it published notice  of

26 its  a pplica tion in The  Da ily Te rritoria l, the  Arizona  Da ily S ta r a nd Tucson Citize n, newspapers of

27 genera l circula tion in TEP's  service  te rritory.

28 3. TEP seeks authority to: (1) have outstanding at any one time, long-term indebtedness

FINDINGS  OF FACT
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not to e xce e d $1,000,000,000, e xcluding ca pita l le a s e  obliga tions  (including curre nt ma turitie s

the re of) a nd e xcluding the  inde bte dne s s  from its  pre vious ly a pprove d Re volving Cre dit Fa cility of

$150 million, (2) pe rmit through s uch a uthoriza tion a ny re de mptions , re fina ncings , re fundings ,

re ne wa ls , re -is sua nce s  a nd rollove rs  of a ny outs ta nding inde bte dne ss , a s  we ll a s  the  incurre nce  or

is suance  of any additiona l long-te rm indebtedness , and the  amendment or revis ions  of any te rns  or

provis ions  of or re la ting to any long-te rm indebtedness  in (1) above , (3) provide  security for any such

fina ncing tra nsa ctions  by the  e xe cution a nd de live ry of one  or more  supple me nta l inde nture s  to its

Mortga ge  a nd De e d of Trus t, a nd (4) re ce ive  ca pita l contributions  from TEP 's  pa re nt compa ny

UniS ource  Ene rgy Corpora tion ("UNS "), in a n a mount of up to $150 million.

On June  22, 2007, Commiss ion Utilitie s  Divis ion S ta ff ("S ta ff') file d its  S ta ff Re port

re comme nding conditiona l a pprova l of the  va rious  fina ncing tra ns a ctions . In its  S ta ff Re port S ta ff

re comme nde d incre a s ing TEP 's  a uthorize d long-te nn de bt thre s hold to $1.0 billion s ubje ct to the

13 following conditions  :

14 (a ) s ubs e que nt to  a ny de bt is s ua nce  purs ua nt to  th is  a uthority, TEP  ma inta ins

15 common equity of a t le a s t 30 pe rcent of tota l capita l, and a  ca sh cove rage  ra tio ("CCR") equa l to or

16 gre a te r tha n 1.75,

(b) a ny ne w long-te rm ca pita l le a s e s  be  include d a s  pa rt of the  $1 billion long-te rm17

18 de bt thre s hold;

19 (c) tha t the  1ong~tenn debt leve ls  authorized in this  proceeding te rminate  on December

20 31,2010;

21 (d) tha t the  a uthoriza tions  re pla ce  a ll e xis ting long-te rm de bt a uthoriza tions  a nd tha t

22 a ll e xis ting long-te rm de bt a uthoriza tions  te rmina te  upon the  e ffe ctive  da te  of the  a uthoriza tions

23 provided in this  proceeding,

(e ) TEP be  authorized to conduct the  activitie s  enumera ted in the  applica tion tha t a re

25 necessary to secure  and maintain the  debt,

26 (I) fo r e a ch  in d ivid u a l a g re e me n t/tra n s a c tio n  o r fo r th e  a g g re g a te  o f s imila r

27 a gre e me nts /tra nsa ctions  with a  s ingle  e ntity to incur long-te nn de bt e xce e ding $1,000,000 within a

28 ca le nda r ye a r, tha t the  Compa ny file  with  Docke t Contro l with in  90  da ys , a  de s crip tion  of the

24

4.
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tra ns a ction a nd a  de mons tra tion tha t the  ra te s  a nd te rms  we re  cons is te nt with thos e  ge ne ra lly

ava ilable  to comparable  entities  a t the  time , and

(g) a uthoriza tion for TEP  to re ce ive  ca pita l contributions  from UNS  in a n a mount up

4  to  $150  million .

5. On J uly 2, 2007, TEP  file d Comme nts  to the  S ta ff Re port. TEP  obje cte d to the  firs t

6  th re e  o f S ta ff"s recommenda tions . TEP reques ted tha t the  Commiss ion re ject the se  three  conditions

7 on the  grounds  the y would impos e  re quire me nts  tha t a re  not re a lis tic, would ha ve  a  s ignifica nt,

8 ne ga tive  impa ct on the  Compa ny's  fina ncia l fle xibility, a nd would impa ir ra the r tha n a uthorize , the

9 Company to take  prudent s teps  to re finance  its  debt or ente r into new financing activitie s .

10 6. TEP asserts  tha t under the  conditions  se t forth in the  S ta ff Report, TEP could not issue

l l a ny de bt, including ne w de bt or a  re fina ncing of e xis ting de bt be ca us e  its  e quity ra tio is  be low 30

12 pe rce nt. TEP  s ta te s  the  condition to ma inta in e quity a t 30 pe rce nt of tota l ca pita l in orde r to ta ke

13 a dva nta ge  of the  ge ne ra l a uthority will re s ult in unne ce s s a ry cos ts  a nd fina ncia l ris k to TEP . TEP

14 e xpla ins  tha t a  ma jor re a s on it file d its  Applica tion in e a rly Fe brua ry wa s  to ta ke  a dva nta ge  of a

15 re fina ncing opportunity tha t will a ris e  in Octobe r 2007, whe n thre e  diffe re nt s e rie s  of ta x-e xe mpt

16 pollution control bonds , a ggre ga ting a pproxima te ly $131 million, be come  e ligible  for re fina ncing.

17 TEP s ta tes  tha t these  bonds , which have  an average  inte res t ra te  of approximate ly 7 percent, could be

18 re fina nce d. a t approximate ly 5.5 pe rcent in today's  bond marke t. TEP s ta tes  tha t if it cannot re finance

19 the s e  bonds , TEP  a nd its  cus tome rs  will incur a n a dditiona l inte re s t cos t of $2 million pe r ye a r. In

20 a ddition, TEP  s ta te s  it ha s  mortga ge  bonds  a ggre ga ting $138 million, which ma ture  in Augus t 2008.

21 TEP  s ta te s  tha t if it doe s  not ha ve  30 pe rce nt e quity whe n the s e  bonds  ma ture , it would not be

22 pe rmitte d to re fina nce  the se  mortga ge  bonds , a nd would ha ve  to re ly on its  Re volving Cre dit Fa cility

23 a nd ca sh on ha nd to me e t this  principa l pa yme nt. TEP  be lie ve s  it unlike ly it would ha ve  sufficie nt

24 ca sh or a va ila bility on its  Re volving Cre dit Fa cility, a nd would ha ve  to curta il cre dit spe nding to me e t

25 its  debt obliga tions  under S ta ff' s  conditions .

26 7. TEP asse rts  tha t if it were  able  to reach the  recommended minimum equity ra tio, the re

27 can be  no assurance  tha t it would be  able  to mainta in tha t leve l of equity in the  future . TEP notes  tha t

28 cha nge s  to fina ncia l a ccounting principle s  occur from time  to time  tha t could re duce  TEP 's  e quity

5
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account. Additiona lly, TEP  s ta te s  othe r e ve nts  outs ide  its  control could ca us e  the  Compa ny to

recognize  a  la rge  non-cash cha rge  to ea rnings  or common equity in the  Culture , and in light of these

unce rta intie s , it would not be  in the  public inte re s t to hold TEP 's  fina ncing a uthority hos ta ge  to

5

4 e ve nts  be yond its  control.

8. In its  Comme nts  to the  S ta ff Re port, TEP  a s se rts  tha t a lthough it curre ntly e xce e ds

6 S ta flf"s  re comme nde d minimum CCR of 1.75 pe rce nt, this  condition could pos e  a  proble m in the

7 future  s imila r to the  those  problems TEP be lieves  exis t with re spect to the  minimum equity ra tio.

9. Furthe rmore , TEP  a s s e rts  tha t the  re comme nda tion  tha t a ll e xis ting  fina ncing

9 a uthoriza tions  be  te nnina te d upon a pprova l of the  a pplica tion would, couple d with the  minimum

10 e quity ra tio re quire me nt, prohibit TFP  from borrowing unde r its  e xis ting Re volving Cre dit Fa cility.

l l TEP  a rgue s  tha t a cce s s ing its  Re volving Cre dit Fa cility is  e s s e ntia l for TEP  in orde r to me e t its

12 se a sona ble  working ca pita l ne e ds  a nd othe r liquidity re quire me nts . TEP  spe cifica lly re que s te d tha t

13 its  $150 million Re volving Cre dit Fa cility, which the  Commiss ion a uthorize d in De cis ion No. 69182

14 (De ce mbe r 8, 2006), be  e xclude d from its  curre nt fina ncing a uthority re que s t. Although borrowings

15 unde r its  Re volving Cre dit Fa cility a re  typica lly re pa id quickly a nd cla ss ifie d a  short-te rm de bt on its

16 ba lance  shee t, borrowing unde r this  facility is  not required to be  repa id until the  end of the  te rm of the

17 of the  Cre dit Agre e me nt in  Augus t 2011, a nd is  cons ide re d long-te rm de bt from a  contra ctua l

18 pe rs pe ctive . TEP  note s  tha t with its  $821 million of outs ta nding long-te rm de bt, if the  $150 million

19  Re vo lving  Cre d it Fa c ility is  inc lude d  with in  the  ne w de b t a u tho riza tion , TEP  wou ld  on ly be

20  a u thorize d  to  is s ue  $29  million  of a dditiona l long-te rm de bt purs ua nt to  th is  Orde r. Furthe r,

21 a ccording to TEP , if the  Re volving Cre dit Fa cility we re  include d in this  fina ncing orde r, TEP  would

22 be  re quire d  to  a me nd its  Cre dit Agre e me nt for the  Re volving  Cre dit Fa cility to  include  a  ne w

23 re pre s e nta tion a nd wa rra nty tha t it ha s  me t the  conditions  in this  orde r prior to e a ch a nd e ve ry

24 borrowing unde r its  re volve r, tha t this  a me ndme nt would ne e d to be  a pprove d by its  le nding group,

25 and tha t TEP could not take  down a  new borrowing under this  facility until the  amendment had been

26 approved and TEP had de te rmined tha t it was  in compliance  with the  new condition.

27 10. Fina lly, TEP  be lie ve s  tha t the  S ta ff re comme nde d condition tha t the  long-te rm de bt

28 authorized in this  proceeding be  tennina ted on December 31 , 2010 is  unclear. TEP proposed tha t this

8
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re comme nda tion be  a me nde d to s ta te  "tha t TEP  re turn to the  Commis s ion prior to De ce mbe r 31,

2010 with  a  re que s t to  e xte nd, incre a s e , de cre a s e , or o the rwis e  a me nd, a s  a ppropria te , the

authoriza tions  provided he re in."

By Procedura l Order da ted July 11, 2007, the  matte r was  se t for hearing on August 17,11.

12. On Augus t 3, 2007, TEP  file d a ffida vits  of publica tion indica ting tha t it ha d notice  of

7  th e  h e a rin g  p u b lis h e d  in Th e  Da ily Te rrito ria l,  th e  Arizo n a  Da ily S ta r a n d  Tu cs o n  Citize n ,

8 ne wspa pe rs  of ge ne ra l circula tion in TEP 's  s e rvice  a re a , a s  dire cte d in the  July ll, 2007, P roce dura l

9 Orde r.

10

5 2007.

6

13. On Augus t 13, 2007, TEP  file d the  te s timony of Ke vin P . La rson, TEP 's  S e nior Vice

1 1

12 14. On Augus t 13, 2007, S ta ff file d the  te s timony of Gordon L. Fox. In his  te s timony, Mr.

13 Fox c la rifie s  tha t S ta ff d id  not in te nd to  te rmina te  the  Re volving Cre dit Fa c ility, a nd S ta ff modifie d

14 its  re comme nda tion  to  re cogn ize  tha t the  Re volving  Cre d it Fa c ility s hou ld  be  e xc lude d  from the

15 a uthority granted in  th is  p roc e e d ing  a nd  re ma in  va lid  a s  in itia lly a u thorize d  by the  Commis s ion .

16 S imila rly,  S ta ff re c omme nds  the  e xis ting  c a p ita l le a s e  ob liga tions  s hou ld  be  e xc lude d  from the

17 a uthorize d $1.0  billion long-te rm de bt thre s hold. S ta ff a rgue s  tha t with  the s e  modifica tions , TEP 's

18 othe r obje ctions  to S ta ff's  re comme nda tions  a re  not va lid. S ta ff a rgue d its  re comme nda tions  do not

19 p re c lu d e  th e  C o m p a n y fro m  a p p lyin g  fo r a n y fu tu re  s p e c ific  fin a n c in g  a u th o riz a tio n  th a t th e

20 Compa ny de e ms  a ppropria te . In a ddition, in re s pons e  to TEP 's  comme nts  conce rning future  cha nge s

21 in  Ge ne ra lly Ac c e p te d  Ac c oun ting  P rinc ipa ls  ("GAAP ") po te n tia lly ha ving  a n  a dve rs e  a ffe c t on

22 e qu ity,  S ta ff re c omme nds  tha t a ny inc re me n ta l ob liga tions  be  e xe mpt from the  e qu ity a nd  c os t

23 cove ra ge  ra tio te s ts  until the  Commis s ion ma ke s  a  de te rmina tion, provide d tha t TEP  ma ke s  a  filing

24 with  the  Commis s ion  with in  30  da ys  a fte r the  Compa ny file s  its  qua rte rly Form low or its  a nnua l

25 re port Form 10K following the  e nd of the  fis ca l qua rte r in  which the  GAAP  cha nge  occurs . In  s uch

26 filing TEP  would re que s t a  Commis s ion de cis ion re ga rding whe the r the  e ffe cts  of the  GAAP  cha nge

27 s hould be  include d in the  te s ts .

28 15. S ta ff's  re vis e d re comme nda tions  which a re  inte nde d to s upe rs e de  thos e  in  the  J une

Pres ident, Chie f Financia l Office r and Treasure r.
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1 2007, Staff Report are as follows:

(a) Increasing TEP's authorized debt threshold to $1.0 billion (exclusive of existing

capital lease obligations and the $150 million Revolving Credit Facility authorized in Decision No.

69282) subject to the  following conditions: (i) subsequent to any debt issuance, common equity

represents at least 30 percent of total capital (common equity, referred stock, capital leases, long-tern

debt and short-term debt), and (ii) subsequent to any debt issuance, the cash coverage ratio is equal to

or greater than 1.75. If TEP's equity is greater than 40 percent of total capital, Staff recommends that

TEP maintains a CCR of 1.0..

(b) That any new capital leases be included as part of the $1 billion long-term debt

10 thre shold.

(c) Tha t the  long-te rm de bt le ve ls  a uthorize d in  this  proce e ding te rmina te  on

12 December 31, 2010.

13 (d) Tha t the  a uthoriza tions  to incur long-te rm de bt obliga tions  provide d in this

14 proceeding replace  a ll exis ting long-tenn debt authoriza tions  (excluding the  Revolving Credit Facility

15 authorized in Decision No. 69182), tha t those  exis ting long-term debt authoriza tions terminate  upon

16 the  e ffective  da te  of the  authoriza tions  provided in this  proceeding, and tha t a ll exis ting obliga tions

11

17 incurred under lawful authorizations remain valid.

18 (e) Authoriza tion for TEP to conduct the  activities  enumera ted in the  applica tion tha t

19 are necessary to secure and main debt.

(f) That when TEP enters  into a  s ingle  agreement/transaction exceeding $1,000,000

21 (or an amendment(s) to an exis ting agreement) or an aggregate  of s imilar agreements/transactions

22 (including any amendment(s ) the re to) exceeding $1,000,000 with a  s ingle  entity within a  ca lendar

23 ye a r, tha t TEP  file  with Docke t Control within 90 da ys  of the  individua l qua lifying tra nsa ction or

24 within 90 days  of the  end of the  ca lendar year of the  qua lifying aggrega te  transactions , a  description

25 of the transaction(s) and a demonstration that the rates and terms were consistent with those generally

20

27

28 $150 million; a nd

26 available to comparable entities at the time.

(g) TEP be authorized to receive capital contributions form UNS in an amount up to

6 DECISION no. 69946
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(h) Tha t Culture  cha nge s  in GAAP  tha t ha ve  the  a ffe ct of lowe ring TEP 's  e quity be

exempted from the  equity and cos t coverage  ra tio te s ts  until the  Commiss ion makes  a  de te rmina tion,

provide d tha t TEP  ma ke s  a  filing with the  Commis s ion within 30 da ys  a fte r the  Compa ny file s  its

qua rte rly Form 10-Q or its  a nnua l re port Form 10-K with the  S e curitie s  a nd Excha nge  Commiss ion

5

6

following the  end of the  fisca l qua rte r in which the  GAAP change  occurs .

16. The  he a ring conve ne d a s  s che dule d be fore  a  duly a uthorize d Adminis tra tive  La w

7 Judge . Mr. La rson te s tifie d for the  Compa ny, a nd Mr. Fox te s tifie d on be ha lf of S ta ff.

8 17.

9

10

As  of De ce mbe r 31, 2006, TEP  ha d outs ta nding long-te nn de bt of $82l,l70,000.

Ba se d on ye a r e nd 2006 figure s , a pproving a  de bt ca p of $1 billion, would a llow TEP  to borrow a n

a dditiona l $179 million in long-te rm de bt.

11 18. Mr. La rs on  te s tifie d  tha t du ring  the  ne xt five  ye a rs  inve s tme n t in  d is tribu tion ,

12

13

14

15

1 6

transmiss ion and gene ra tion a sse ts  will exceed $1 billion and additiona l debt will be  needed to fund

ca pita l inve s tme nts  during pe riods  whe n inte rna l ca sh flows  a re  not sufficie nt to cove r inve s tme nt

le ve ls . TEP  a rgue s  tha t the  incre a se d borrowing a uthority will a llow TEP  fle xibility to a ct in a  time ly

fa shion when favorable  financing (and re financing) opportunitie s  pre sent themse lves . TEP  be lieves

tha t the  re que s te d fina ncing a uthority will re sult in lowe r ca pita l cos ts , providing ta ngible  be ne fit to

17 its  cus tome rs .

18

19

20

21

22

23

24

19. S ta ff' s  financia l ana lys is  indica te s  tha t for the  fisca l yea r ending December 31, 2006,

TEP  ha d a  3.10 CCR, a nd 1.7 Time s  Inte re s t Ea rne d Ra tio ("rrER")' be fore  re cognition of a ny

a dditiona l de bt. Unde r S ta ff's  pro forma  a na lys is , a s suming a  $178,830,000 incre a se  in long-te nn

de bt (with a  20 ye a r a mortizing loa n a t 6.0 pe rce nt inte re s t) TEP  would ha ve  a  TIER of 1.57 a nd

CCR of 2.86. Ba se d on its  a na lys is , S ta ff conclude s  tha t the  pro forma  CCR indica te s  TEP  would

have  sufficient opera ting cash flow to be  able  to meet inte rest expense  under this  authoriza tion.

At the  he a ring TEP  a cce pte d S ta ffs  re comme nde d minimum CCR of 1.75 if e quity is

25 at least 30 percent of tota l capita l and 1.0 if equity exceeds 40 percent.

20.

26

27

28

1 CCR represents the number of times internally generated cash covers required interest payments on short-term and long-
term debt. A CCR greater than 1.0 means that operating cash flow is greater than interest expense. TIER represents the
number of times earnings cover interest expense on long-term debt. A TIER greater than 1.0 means that operating income
is greater than interest expense. A TIER less than 1.0 is not sustainable in the long-term but does not mean that debt
obligations cannot be met in the short-term

7 DE CIS IO N n o . 69946
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21. In addition, a t the  hea ring, TEP reques ted a  short-te rm exception to the  $1 billion tota l

ca p whe n de bt is  be ing re fina nce d. Mr. La rson e xpla ine d tha t ofte n ne w bonds  a re  is sue d 30 to 60

da ys  in a dva nce  of the  re de mption of the  e xis ting bonds  be ing pa id-off Thus , the re  might be  time s ,

when on an inte rim bas is , the  tota l outs tanding debt would exceed the  $1 billion.

22. At the  he a ring TEP  continue d to oppos e  S ta ffs  re comme nde d condition tha t TEP5

6 ma in a  minimum e quity ra tio of 30 pe rce nt. TEP  a rgue d tha t re quiring TEP  to incre a s e  its  e quity

7 be fore  it ca n re fina nce  de bt impose s  a  pe na lty on TEP  a nd would pre ve nt TEP  from re fina ncing the

8 bonds  tha t become  e ligible  for re finance  in Octobe r 2007. TEP a rgued tha t re financing debt does  not

9 cha nge  TEP 's  e quity ra tio, a nd tha t S ta ff"s  re comme nda tions  a re  not ne e de d whe n the re  a re  othe r

10 protections  imposed by the  Commiss ion and TEP 's  lende rs .

1 1 23. At the  he a ring, S ta ff concurre d with the  Compa ny tha t it is  re a s ona ble  a nd in the

12 public inte re s t for TEP  to re fina nce  the  $131 million in pollution control bonds  tha t be come  e ligible

13 for re fina ncing in Octobe r 2007. Thus , S ta ff re comme nds  a uthorizing this  pa rticula r re fina nce

14 re que s t e ve n though curre ntly the  Compa ny's  e quity is  le s s  tha n 30 pe rce nt of tota l ca pita l. S ta ff,

15 however, continued to recommend the  condition tha t new debt, including new capita l leases  and other

16 re fina ncings  unde r the  $1 billion ca p be  subje ct to the  condition tha t TEP 's  e quity comprise  a t le a s t

17 30 pe rce nt of tota l ca pita l. (TR a t 45-46) S ta ff note d tha t if TEP 's  ca pita l is  le s s  tha n 30 pe rce nt,

18 TEP  ca n s till file  a n a pplica tion for s pe cific a uthority, a nd ca n re que s t e xpe dite d a pprova l if TEP

19 be lieves  time  is  of the  e ssence . (TR a t 46-47)

24. S ta ff be lieves  tha t not a ll debt re financing a t lower inte re s t ra te s  should automa tica lly

21 be  the  pre fe rable  course  of action. (TR a t 50) Mr. Fox te s tified tha t if the  a lte rna tive  to re financing is

22 tha t the  debt is  re tired, and more  equity is  brought into the  firm, then, depending on circumstances  a t

23 the  time , a  company may be  be tte r off not re financing the  debt, even a t a  lower ra te . (TR a t 55)

24 25. TEP 's  s e cure d de bt ha s  be e n ra te d inve s tme nt gra de  by Moody's  Cre dit S e rvice ,

25 S ta nda rd & P oor's  a nd Fitch. Of the  thre e  cre dit ra ting a ge ncie s , only Moody's  cons ide rs  TEP 's

26 unsecured debt to be  inves tment grade . (TR a t 14-15)

20

26. S ta ff's  re comme nda tion conce rning the  minimum e quity ra tio would only a pply to

28  TEP 's  a b ility to  is s ue  ne w de bt o r re fina nce  unde r the  ge ne ra l a u thority be ing  s ought in  th is

27
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2

3

4

5

6

7

1 applica tion, and would not re s trict TEP 's  ability to file  a  sepa ra te  specific finance  applica tion.

27. As  of June  30, 2007, TEP 's  e quity wa s  a pproxima te ly 29 pe rce nt of its  tota l ca pita l.

(Ex A-2, La rson pre -filed te s timony a t p 10, TR a t 51) Pro Ronna  ca lcula tions  show tha t the  issuance

of $179 million of ne w de bt (up to $1 billion in tota l long-te rm de bt), would a ll e ls e  be ing e qua l,

re duce  e quity to 26.5 pe rce nt. (Ex A-2 a t p. 10) Howe ve r, the  pro forma  ca lcula tion s hows  the

capita l s tructure  a t a  s ingle  point in time  and does  not account for reductions  in debt a s  payments  a re

ma de , the  Compa ny pos ts  e a rnings , or a s  infus ions  of e quity from UNS  occur. Ba se d on June  30,

2007 ba la nce s , a s s uming a n a dditiona l $179 million in long-te rm de bt plus  the  a ddition of $1508

9 million of e quity contributions  would re sult in a n e quity ra tio of 31 .2 pe rce nt.

10 28. TEP 's  re que s t for ge ne ra l a uthority to incre a se  long-te rm de bt up to $1 billion would

l l provide  the  Company with increased financia l flexibility by enabling it to take  advantage  of a ttractive

12 fina ncing opportunitie s  which ma y occur on short notice . In the  la s t 15 ye a rs , TEP  ha s  be e n a ble  to

13 incre a s e  its  e quity pos ition  s ubs ta n tia lly, a nd  ha s  de mons tra te d  the  fina ncia l e xpe rtis e  a nd

14 ma na ge me nt inte grity to ma ke  pos itive  fina ncia l de cis ions . While  the  Commis s ion a ppre cia te s  the

15 be ne fits  tha t TEP  ca n a chie ve  unde r the  ge ne ra l fina ncing a uthority it s e e ks , the  Commiss ion mus t

16 ba lance  those  benefits  with the  risks  tha t may accompany advance  approva l under a  genera l financing

17 a uthority. In  e s s e nce , TEP  is  a s king the  Commis s ion to  trus t tha t TEP  will continue  to  ma ke

18 financia l decis ions  tha t a re  in the  public inte res t. We  find tha t the  risks  inherent in the  reques t can be

19 mitiga te d by me a ns  of conditions  on tha t a uthority.

20 29. We  find tha t S ta ffs  re comme nde d conditions  a re  re a s ona ble . The  prima ry point of

21 conte ntion in this  proce e ding wa s  S ta flf"s  re comme nda tion tha t TEP  ca n only e xe rcise  its  a uthority

22 unde r this  ge ne ra l gra nt of borrowing a uthority if it ma inta ins  a n e quity ra tio of 30 pe rce nt following

23 the  de bt is sua nce . Curre ntly, TEP 's  e quity ra tio is  lowe r tha n for the  indus try in ge ne ra l, a nd TEP

24 a cknowle dge s  tha t incre a s ing its  e quity re ma ins  a  priority. (Ex A-2 a t 3) Thus , while  the re  ma y not

25 be  a  ma gic numbe r for the  ide a l e quity ra tio, a ll pa rtie s  a gre e  tha t TEP 's  ca pita l s tructure  should be

26 be tte r ba la nce d. Ha ving e quity in a  ra nge  clos e r to 40 pe rce nt would give  TEP  incre a s e d fina ncia l

27

28

s trength to wea the r tempora ry cash flow crunches . Increased equity should improve  its  credit ra tings

a nd a llow it to a ttra ct ca pita l a t a ttra ctive  ra te s . S ta ffs  re comme nde d condition would not pre ve nt
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1 TEP  from s e e king s pe cific fina ncing a uthority if its  ca pita l is  be low 30 pe rce nt. S ta ff te s tifie d tha t

2  e ve n  if TEP 's  ca pita l ra tio  re ma ins  be low 30 pe rce nt, S ta ff would  not ne ce s s a rily oppos e  the

3 fina ncing. Ra the r, in s uch e ve nt, the  Commis s ion would e va lua te  whe the r the  s pe cific fina ncing

4 would be  in the  public inte re s t unde r the  e xis ting circums ta nce s . Although this  condition doe s  not

5 give  TEP  a s  much fle xibility a s  it sought, we  be lie ve  it is  a  good ba la nce  be twe e n a llowing TEP  to

6 ta le  a dva nta ge  of a ttra ctive  ma rke t conditions  in a  time ly ma nne r, a nd the  Commiss ion's  obliga tion

8 public inte re s t.

9 30. We find tha t S ta flf's  additiona l recommenda tions  a s  conta ined in Mr. Fox's  August 13,

10 2007 testimony, a re  reasonable , and should be  adopted, with the  exception of the  proposed procedure

l l for addressing GAAP changes tha t a ffect the  equity ba lance .

12 3 l. For the  purposes of this  Order, the  equity and cash coverage  ra tios  sha ll be  de termined

13 on a  pro forma  bas is  a fte r giving e ffect to the  issuance  of the  long-te rm debt to be  issued pursuant to

14 this  a uthority a nd the  discha rge  of a ny long-te rm de bt be ing re funde d or re fina nce d the re by. For the

15 purpos e s  of this  Orde r, the  e quity ra tio s ha ll be  the  ra tio of (a ) common s tock e quity to (b) tota l

16  ca p ita liza tion , u s ing  the  mos t re ce n tly a ud ite d  fina nc ia l s ta te me n ts  a s  a d jus te d  fo r ca p ita l

17 contributions , dis tributions , and is suances , repayment or purchases  of debt or equity occurring a fte r

18 the  mos t re ce ntly a udite d fina ncia l s ta te me nts . For the  purpos e s  of this  Orde r, tota l ca pita liza tion

19 s ha ll be  de fine d a s  the  s um of common s tock e quity, long-te rm de bt (including curre nt ma turitie s

20 the re of), ca pita l le a s e  obliga tions  (including curre nt obliga tions  unde r ca pita l le a s e s ), le s s  the

21 Company's  inves tments  in capita l lease  debt. For the  purposes  of this  Order, the  cash coverage  ra tio

22 sha ll be  the  ra tio of (a ) the  sum of ope ra ting income , deprecia tion and amortiza tion expense  for the

23 twe lve  month pe riod e nding on the  la s t da y of the  pe riod cove re d by the  mos t re ce ntly a udite d

24 financia l s ta tements , (b) inte re s t expense  for the  twe lve  month pe riod ending on the  la s t day of such

25 period minus inte res t expense  for such period for any indebtedness  be ing re financed or re funded with

26 proce e ds  of the  long-te rm de bt be ing is s ue d plus  in te re s t e xpe ns e s  for twe lve  months  on the

27 indebtedness being issued (calcula ted, in the  case  of indebtedness bearing a  floating ra te  of interest, a t

28 the  ra te  initia lly in e ffect on the  da te  of the  is suance  the reof).
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1 32. Under Staff's proposal, in the quarter following a GAAP change that affects TEP's

2 equity capital balances, TEP would be required to file a request with the Commission for a ruling

3 whether such accounting change should factor into the financial tests for its finance authority. In

4 madding this recommendation, Staff was attempting to address an issue raised by the Company about

5 how GAAP changes could affect TEP's ability to operate under the general authority. Testimony at

6 the hearing, however, indicates that it is likely that TEP's lenders would not lend to TEP in advance

7 of a Commission ruling on the GAAP change in any event, and thus, TEP would not derive a real

8 benefit from Staff's proposal. We find that that in the event that a GAAP change affects TEP's

9 ability to operate under the general authority as conditioned herein, TEP should seek an accounting

10 order from the Commission that would clarify TEP's authority. Again, in such circumstance, TEP

ll may file a specific financing request.

12 33. Staff agreed that the Company's request that it be allowed a short term exception, of

13 up to 60 days, to the $1 billion cap, to cover the period between the issuance of the new bonds the

14 retirement of the bonds they are intended to repay, is reasonable. We concur that such short-term

15 exception to the limit of the authority may be necessary to achieve the goals of the refinancing.

16 34. Because neither the Company nor the Commission knows in advance the purpose of

17 future loan proceeds that might occur under the general authority, we find that in addition to Staflfls

18 recommendations, it is reasonable and prudent to require that TEP use die proceeds from any

19 financing under the financing authority granted herein for distribution, transmission or generation

20 assets, or equipment related thereto, other assets relating to the electric utility business or for

21 refinancing existing debt of the Company, and to specify that TEP is expressly required to use the

22 proceeds for these purposes.

23 35. In addition to recommending conditional approval of the general financing authority,

24 Staff recommends approving in this Order specific authority for TEP to refinance approximately

25 $131 million in tax-exempt pollution control bonds that become eligible for refinancing in October

26 2007. Although testimony indicates that TEP's equity is only 29 percent of total capital, refinancing

27 the tax-exempt bonds is expected to allow TEP to save a substantial amount of interest expense,

28 which M11 assist the Company's efforts to build its retained earnings.
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1 36. TEP  te s tifie d tha t the  pollution control bonds  tha t it a nticipa te s  re fina ncing curre ntly

2 be a r a n inte re s t ra te  of 7 pe rce nt a nd ma ture  in 2020 a nd 2032. Mr. La rson te s tifie d tha t in ge ne ra l,

3 because  tax exempt bonds a re  cheaper than taxable  bonds, the  Company usua lly wants  to keep them

4 outs ta nding a s  long a s  it ca n, but not for a  pe riod longe r tha n the  us e ful life  of the  e quipme nt the y

5 fina nce d . (TR a t 72-73) At the  time  it file d  its  te s timony a nd  the  he a ring  in  th is  ma tte r, TEP

6 anticipa ted to be  able  to re finance  these  bonds  a t an inte re s t ra te  of 5.5 to 6.0 pe rcent, and to extend

7 the ir ma turitie s  by two to five  ye a rs .

8 37. The  re fina ncing of the  pollution control bonds  a t a  lowe r inte re s t ra te  would not

9 we a ke n TEP 's  e quity ra tio a nd de pe nding on the  inte re s t ra te , could s a ve  the  Compa ny up to $2

10 million in a nnua l inte re s t e xpe ns e .

l l 38. The  propose d re fina nce  of the  pollution control bonds  on TEP 's  a nticipa te d te rms  is

12 re a sona ble , within TEP 's  corpora te  P owe rs , is  compa tible  with the  public inte re s t, would not impa ir

13 TEP 's  ability to provide  se rvices  and would be  cons is tent with sound financia l practices .

14 39. We  concur with S ta ffs  re comme nda tion tha t TEP  should be  a uthorize d to re fina nce

15 the  pollution control bonds upon the  te rms discussed here in.

1 6

17 1. TEP  is  a n  Arizona  public  s e rvice  corpora tion  with in  the  me a ning  of Artic le  XV,

18

19 2. The  Commis s ion  ha s  ju ris d ic tion  ove r TEP  a nd  ove r the  s ub je c t ma tte r o f the

20  a pplica tion .

21 3. Notice  of the  applica tion was  given in accordance  with the  law.

22 4. As  conditione d he re in, the  ge ne ra l fina ncing a uthority of up to $1 billion a pprove d

23 he re in is  for la wful purpose s  within TEP 's  corpora te  P owe rs , is  compa tible  with the  public inte re s t,

24 with sound financia l practice s , and with the  prope r pe rformance  by TEP of se rvice  a s  a  public se rvice

25 corpora tion, a nd will not impa ir TEP 's  a bility to pe rform the  se rvice .

26 5. The  ge ne ra l fina ncing a uthority a pprove d he re in is  for the  purpose s  a s  s ta te d in the

27 applica tion and a t the  hearing, is  reasonably necessary for those  purposes , and such purposes  a re  not,

28 wholly or in pa rt, rea sonably cha rgeable  to ope ra ting expenses  or to income .

CO NCLUS IO NS  O F LAW
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1 6.

2

3

4

5

The  re financing of $131 million of 7.0 pe rcent tax-exempt pollution control bonds  a t a

lower inte res t ra te  and maturity da tes  not longer than live  years  beyond the ir current maturity da tes , is

for lawful purposes  within TEP 's  corpora te  Powers , is  compa tible  with the  public inte re s t, with sound

fina ncia l p ra c tice s , a nd  with  the  p rope r pe rfo rma nce  by TEP  of s e rvice  a s  a  pub lic  s e rvice

corpora tion, a nd will not impa ir TEP 's  a bility to pe rform the  se rvice .

6 7. The  re fina ncing of the  pollution control bonds  a pprove d he re in i.s  for the  purpos e s

7

8

s ta te d in the  a pplica tion a nd a t the  he a ring, is  re a sona bly ne ce s sa ry br those  purpose s , a nd such

purposes a re  not, wholly or in part, reasonably chargeable  to opera ting expenses or to income.

9 ORDER

10

11

12

13

14

15

16

17

18

19

20

21

22

IT IS  THEREFORE ORDERED tha t Tucson Ele ctric P owe r Compa ny is  a uthorize d to is sue

long-te rm de bt not to  e xce e d $1 billion e xcluding (1) e xis ting ca pita l le a s e  obliga tions , (2) the

inde bte dne s s  a uthorize d by De cis ion No. 69182, a nd (3) principa l a mount of long-te rm de bt

be ing re fina nce d by ne wly is s ue d de bt a uthorize d he re unde r, on the  conditions  s e t forth he re in.

Tucson Electric Power Company is  furthe r authorized to redeem, re finance , re fund, renew, re -is sue

a nd rollove r a ny such outs ta nding inde bte dne ss , a s  we ll a s  incur or is sue  a ny a dditiona l long-te rm

inde bte dne ss , a nd die  a me ndme nt or re vis ions  of a ny te rms  or provis ions  of or re la ting to a ny long-

term indebtedness so long as  the  tota l long-term debt, a t the  issuing of such debt, does not exceed the

le ve ls  a uthorize d in this  Orde r, a nd to provide  s e curity for a ny s uch fina ncing tra ns a ctions  by the

execution and de livery of one  or more  supplementa l indentures  to its  Mortgage  and Deed of Trust.

IT IS  FURTHER ORDERED tha t Tucs on Ele ctric P owe r Compa ny is  a uthorize d to re ce ive

ca pita l contributions  from its  pa re nt compa ny UniSource  Fne rgy Corpora tion, in a n a mount of up to

$150 million.

23

24

25

26

27

28

IT IS  FURTHER ORDERED tha t whe n re fina ncing unde r the  a uthority a pprove d he re in,

Tucson Electric Power Company may exceed the  $1 billion cap for a  pe riod of up to 60 days  to a llow

for the  e fficient repayment of exis ting bonds with the  new debt issuance  intended to replace  them.

IT IS  FURTHER ORDERED tha t Tucs on Ele ctric P owe r Compa ny is  he re by a uthorize d to

re fina nce  the  ta x-e xe mpt pollution control bonds  tha t be come  e ligible  for re de mption in Octobe r

2007, on te rms  a s  dis cus s e d he re in, which te rms  will re s ult in  inte re s t e xpe ns e  s a vings  to the

a
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1 Company.

2 IT IS  FURTHER ORDERED tha t e xce pt a s  to the  a uthority to re fina nce  the  pollution control

3 bonds  tha t be come  e ligible  for re de mption in Octobe r, Tucs on Ele ctric P owe r Compa ny's  a uthority

4  to  is s ue  ne w long-te rm de bt or re fina nce  e xis ting  long-te rm de bt unde r the  ge ne ra l fina ncing

5 authority approved he re in is  conditioned upon Tucson Electric Power Company having equity equa l

6 to a t le a s t 30 pe rce nt of its  tota l ca pita l a nd a  ca s h cove ra ge  ra tio of a t le a s t 1.75 whe n e quity is

7 be twe e n 30 a nd 40 pe rce nt of tota l ca pita l, or a  ca sh cove ra ge  ra tio of 1.0 if e quity is  40 pe rce nt or

8 highe r of tota l capita l. The  equity ra tio and cash cove rage  ra tio sha ll be  ca lcula ted a s  described in the

9 Findings  of Fa cts  s e t forth he re in.

10 IT IS  FURTHER ORDERED tha t the  a uthoriza tion to is s ue  long-te rm de bt gra nte d he re in

l l sha ll te rmina te  on December 31, 2010, howeve r, any debt is sued on or be fore  December 31, 2010,

12 pursuant to the  authority granted he re in sha ll rema in va lid and authorized.

13 IT IS  FURTHER ORDERED tha t the  a uthoriza tion  to  incur long-te rm de bt he re in  s ha ll

14 re pla ce  a ll e xis ting long-te rm de bt a uthoriza tions  (e xcluding the  de bt a uthorize d in De cis ion No.

15 69182), tha t thos e  e xis ting long-te rm de bt a uthoriza tions  te rmina te  upon the  e ffe ctive  da te  of the

16 . a uthoriza tions  provide d in this  proce e ding, a nd tha t a ll e xis ting obliga tions  incurre d unde r la wful

17 a uthoriza tions  s ha ll re ma in va lid.

18 IT IS  FURTHER ORDERED tha t Tucs on Ele ctric P owe r Compa ny is  he re by a uthorize d to

19 engage  in any transactions  and to execute  or cause  to be  executed any documents  or modifica tions  to

20 e xis ting docume nts  to  e ffe ctua te  the  a uthoriza tion gra nte d he re in , including note s  a nd bonds

21 evidencing or securing the  indebtedness authorized here in.

22 IT IS  FURTHER ORDERED tha t in the  e ve nt Tucson Ele ctric P owe r Compa ny e nte rs  into a

23 s ingle  de bt is sua nce  e xce e ding $1,000,000 in principa l a mount (or a n a me ndme nt(s ) to a n e xis ting

24 agreement) or an aggrega te  of s imila r debt issuances  (including any amendment(s) the re to) exceeding

25 $1,0000000 with  a  s ingle  e n tity with in  a  ca le nda r ye a r, it s ha ll file  with  Docke t Contro l, a s  a

26 complia nce  ite m in this  docke t, within 90 da ys  of the  individua l qua lifying de bt is sua nce  or within 90

27 da ys  of the  e nd of the  ca le nda r ye a r of the  qua lifying a ggre ga te  de bt is sua nce s , a  de scription of the

28 debt is suance (s ) and a  demons tra tion tha t the  ra te s  and te rms  were  cons is tent with those  gene ra lly
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2

3

4

5

6

1 ava ilable  to comparable  entitie s  a t the  time .

IT IS  FURTHER ORDERED tha t Tucs on Ele ctric P owe r Compa ny s ha ll file  with  Docke t

Control, a s  a  complia nce  ite m in this  docke t, copie s  of a ll e xe cute d fina ncing docume nts  nth in 60

days a fte r the  da te  of execution.

IT IS  FURTHER ORDERED tha t a ny ne w fina ncing or re fina ncing tra ns a ction purs ua nt to

this  a uthority sha ll be  subje ct to re vie w for ra te ma ldng purpose s  in the  firs t Tucson Ele ctric P owe r

7 Company ra te  case  a fte r the  comple tion of the  transaction.

IT IS  FURTHER ORDERED tha t Tucs on Ele ctric P owe r Compa ny is  e xpre s s ly re quire d to8

9 use  the  proceeds  a s  se t forth he re in.

10

11

12

13

14

15

1 6

17

18

19

20

21

22

23

24

25

26

27

28
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IT IS FURTHER ORDERED that this Decision shall become effective immediately.

BY ORDER OF THE ARIZONA CORPORATION COMMISSION.

1 IT IS  FURTHER ORDERED tha t a pprova l of the  fina ncing  s e t forth he re ina bove  doe s  not

2 cons titute  or imply a pprova l or dis a pprova l by the  Commis s ion of a ny pa rticula r e xpe nditure  of the

3 proceeds  derived the reby for purposes  of es tablishing jus t and reasonable  ra tes .

4

5

6

7

8

9

;li€ul¢9vI  3IonER COMMISSIONER I CQMIVIISSIONER

11

12

13

14

15

16

17

18 DISSE NT

19

20 DISSE NT

21

22

23

2 4

25

2 6

27

28

IN WIT NESS WHEREOF,  1 ,  DEAN s .  MILLER,  Inter im
Executive Director of the Arizona Corporation Commission,
have hereunto set my hand and caused the official seal of the

this,to*day of 04% .

DEA s. MILLER
INTERIM EXECUTIVE DIRECTOR

Commission to be affixed at the Capitol, in the City of Phoenix,
, 2007.
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